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Tax  Reform  Need 


HOWARD  HUGHES*  death  Is  a 
timely  reminder  to  the  Congress  of  the 
urgent  need  for  tax  reform.  The  myste- 
rious billionaire’s  fortune,  an  estimated 
$2  billion,  could  escape  taxes  up  to  |1.5 
billion  if  he  willed  it  to  the  Howard 
Hughes  Medical  Institute,  a charitable 
foundation. 

If  no  will  turns  up,  a years-long  legal 
battle  between  the  institute  and 
Hughes'  relatives  surely  is  in  store. 

However  that  turns 
out,  the  Hughes  Insti- 
tute, to  which  the  ec- 
centric industrialist 
earlier  gave  100  per 
cent  of  the  stock  of 
Hughes  Aircraft  Co., 
already  has  benefited 
from  a multi-million- 
dollar  loophole  every 
year  for  the  last  20 
years. 

No  one  suggests  that  If  Howard 
Hughes  succeeded  in  shielding  his 
enormous  fortune  from  the  clutches  of 
the  Internal  Revenue  Service,  there 
had  been  anything  illegal.  In  fact,  it  is 
the  very  legality  of  blatant  tax  avoid- 
ance that  must  be  dealt  with  by  Con- 
gress, particularly  by  the  tax  commit- 
tees examining  reform  proposals,  and 
the  budget  committees  dealing  with 


the  new  and  related  question  of  tax  ex- 
penditures. 

The  concept  of  tax  expenditures  is  a 
useful  way  of  looking  at  tax  loopholes, 
and  shows  the  degree  to  which  various 
preferential  rates,  exclusions,  and  sub- 
sidies are  just  another  form  of  federal 
spending. 

As  to  the  Hughes  case,  research  by 
Washington  Post  investigative  reporter 
Morton  Mintz  indicates  that  administra* 
tive  decisions  by  the  Treasury  Depart- 
ment have  given  the  recluse  industrial- 
ist a special  break. 

The  Treasury  classes  such  operations 
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as  his  medical  research  foundation  as 
public  instead  of  private.  ,v  ^ ~~ 

The  effect  of  such  a designation  is  to 
confer  an  enormous  annual  tax  conces- 
sion on  the  Hughes  foundation  by  re- 
ducing the  annual  amount  of  required 
payouts  for  charitable  purposes. 

THERE  IS  a suggestion,  but  no  proof, 
that  favorable  rulings  for  Hughes  con- 
stituted a political  payoff.  But  even  if 
no  special  favors  had  been  granted,  the 
cavernous  loophole  in  the  law  benefit- 
ing charitable  foundations  permits 
Hughes  and  others  to  escape  the  ordi- 


nary tax  obligations  visited  upon  ordi- 
nary mortals.  It  is  worth  noting  that 
Hughes  and  his  colleagues  were  the 
only  trustees  and  executive  directors  of 
the  institute. 

Yet,  as  presidential  candidate  Morris 
. Udall  observes,  every  time  the  Con- 
gress cranks  itself  up  to  consider  tax  re- 
form, it  is  inundated  by  schools, 
churches  and  educational  institutions 
begging  the  legislators  not  to  take  away 
their  benefits.  ( 

The  ingenuity  of  the  loophole-makers 
knows  no  bounds.  One  case  was  de- 
scribed in  testimony  last  week  before 
the  House  Ways  and  Means  committee 
by  Thomas  J.  Reese,  director  of  a public 
interest  taxpayers  lobby.  He  urged  sup- 
port of  a bill  which  would  terminate 
the  use  of  exchange  funds  to  escape 
paying  capital  gains. 

The  story  here  is  that  Congress  in 
1966  closed  a loophole  which  had  al- 
lowed an  investor  with  a profit  in  a 
stock  to  trade  his  shares  for  certain  cor- 
porate mutual  funds,  thus  entirely 
avoiding  the  payment  of  capita]  gains. 

But  an  enterprising  promoter 
worked  out  a way  of  setting  up  an  ex- 
change fund  as  a partnership,  rather 
than  a corporation.  Now,  as  Reese  says, 
Congress  must  send  a message  “to  all 
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